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Should ‘Taxes 
Be Reduced Now? 


* 


Mr. Biovucu: The problem of the federal budget is related to 
the wages each of us receives, to the prices which we pay, and to 
the nation’s foreign policy. What ought to be done about the taxes 
and the budget? What are the facts about the Truman budget ?# 


* President Truman submitted his budget recommendations in a message to 
Congress on January 10, 1947. In his opening remarks on the budget he said, in 
part: 

“T am transmitting the budget for the fiscal year 1948. It includes recom- 
mendations for the entire federal program. 

“Expenditures under existing and proposed legislation are estimated at 
$37,500,000,000 and revenues under existing tax laws at $37,700,000,000, leaving 
a very slight margin of surplus. 

“T strongly recommend that the Congress take early action to continue 
throughout the fiscal year 1948 the war excise tax rates, which, under the 
present law, will expire July 1, 1947. My declaration of the end of hostilities on 
Dec. 31, 1946, was not issued in order to achieve tax reduction. I considered it 
essential that war excise tax rates be retained, but I also considered it necessary 
to terminate the ‘state of hostilities’ as soon as it became possible to do so. 

“TJ also recommend that the Congress increase postal rates sufficiently to wipe 
out the postal deficit. 

“These recommendations would reduce expenditures to $37,100,000,000 and 
increase revenues to $38,900,000,000. We would then have a budget surplus of 
$1,800,000,000. 

“As long as business, employment, and national income continue high, we 
should maintain zax revenues at levels that will not only meet current expendi- 
tures but also leave a surplus for retirement of the public debt. There is no 
justification now for tax reduction. At today’s level of economic activity, our 
present revenue system will not yield so much in 1948 as in the current year. 
We shall no longer collect large sums from the excess-profits tax, and sales of 
surplus property will decline. 

“Revenue estimates are, of course, to a very large extent determined by the 
level of business activity. In this budget, it has been assumed that, with minor 
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SENATOR Tart: The President has submitted a budget which 
calls for receipts of thirty-nine billion, one hundred million dol- 
lars and expenditures of thirty-seven and one-half billion dol- 
lars, with a surplus of about one billion and a half dollars. That 
budget is now before Congress. Congress differs somewhat as to 
the amount, but there is general agreement on both House and ~ 
Senate side—and I may say with great Democratic support— 
that the President is wrong in saying that this budget cannot be 
cut and that no tax reduction can be given. 

The program of Congress probably will appear in a conference 
report, cutting about five billion dollars off the President’s budg- 
et. That will leave a total excess of receipts over expenditures of 
about six and one-half billion dollars. 


fluctuations, business activity will average slightly higher than in the calendar 
year 1946. A recession in business would cause tax yields to drop. In addition, 
the cost of supporting agricultural prices and payments to unemployed veterans 
would increase. Should such a recession occur, it would be a temporary slump 
growing out of transition-period difficulties and would call for no revision in our 
budget policy. 

“For the fiscal year 1947, it now appears that receipts will amount to $40,- 
200,000,000 and expenditures to $42,500,000,000. The $1,000,000,000 increase in 
expenditures over the August estimate occurred largely in verterans’ programs. 
For example, many more veterans than had been expected decided to go to col- 
lege or enroll for job training. We cannot regret this demand for education, but 
it illustrates the kind of uncertainty that cannot be eliminated in preparing our 
estimates. 


“The deficit for the current fiscal year would have been larger if executive 
action had not been taken to place expenditure ceilings on some activities and 
to hold them well below the amounts available under appropriations already 
made. The way the various departments and agencies of the Government, par- 
ticularly the War and Navy departments, have succeeded in cutting their ex- 
penditures is gratifying. Although public works could not be cut so deeply as 
anticipated in August without causing a wasteful stoppage of work already under 
way, we shall still show a substantial saving in this fiscal year for these programs. 


“This budget meets our basic requirements for federal programs at home and 
abroad for the fiscal year 1948. The Federal Government must not only fulfill 
its contractual obligations; it must also provide the services that are necessary 
for the welfare and the progress of the nation. We have to carry our proper share 
of the expense of building world organization. We must make effective provision 
for national defense. 
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My own proposal is that three and one-half billion dollars of 
that should be applied to tax reduction on the personal income 
tax (that is, about 20 per cent of the total receipts of the personal 
income tax) and that the balance, estimated at about three bil- 
lion dollars, should be applied to debt reduction. Of course, I 
agree fully that the budget must be balanced, but if this program 
is carried out, it will be balanced by. more than four billion 
dollars. 


Mr. Bioucu: What principle do you think should be applied 
to tax policy in a situation like this, Ruml? 


Mr. Rumi: The basic principle in setting tax rates, it seems 
to me, should be to balance the budget at high levels of employ- 


“We have many other commitments, both international and domestic, that 
must be honored. In fact, a very large part of all our expenditures in the fiscal 
year 1948 will be required to meet commitments already made. The budget is 
designed to meet these needs, and to execute every program with strict economy. 


“The reconversion of wartime military and civilian services was far advanced 
during the calendar year 1946. Of 26 emergency war agencies in operation 
shortly before V-J Day, only 5 remain, and 3 of these are winding up their work. 
Two others—the War Assets Administration and the Office of Temporary Con- 
trols—have been added to help close out the war program. The 1948 budget as- 
sumes a reduction of civilian employment in the Government as a whole to less 
than three fifths of the wartime peak number—in addition to the heavy shrink- 
age of the armed forces. 

“The Government has been exerting every effort in the wake of the war 
demobilization to strengthen and make efficient its internal organization and ad- 
ministrative methods. It is essential that citizens receive maximum service for 
their tax dollars, and the Administration plans further intensive measures to 
improve the administration practices, organization, and efficiency of the depart- 
ments and agencies. 

“But the cost of peacetime services has risen strikingly as compared to these 
costs before the war. Prewar figures can no longer be used as a yardstick. Al- 
though Government wages have not been raised so much as private wages, the 
cost of supplies has risen in line with the cost of goods in private markets. 
Further, the population to be served has grown since 1939 by 10,000,000 people, 
adding proportionately to the demand for many public services. Many normal 
maintenance items had to be postponed on account of the war, and cannot be 
further neglected. Normal services which were cut during the war have to be 

> 


restored..;..’ 
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ment. If tax rates are set any higher than this, the effect of taxes 
will be to bring about a lower national income and greater un- 
employment than otherwise would be the case. 


Mr. Bioucu: That is a very nice principle that tax rates 
should be set high enough to balance the budget at high levels 
of employment, but how are you going to go about to apply this 
principle? 


Mr. Rumu: In order to apply this principle, we must first 
agree on a figure for national income at high levels of employ- 
ment. Next, we must decide which budget we want to balance; 
and we must have some idea as to how large this budget is likely 
to be. 

The President’s economic report tells us that national income 
in 1946 was about one hundred and sixty-four billion dollars 
and that for 1947 an over-all increase of 5 per cent might be a 
reasonable objective for maximum production. So, in considering 
our policy in setting tax rates, we can properly take “high level of 
employment” to mean a national income of some one hundred 
and seventy billion dollars. This figure allows for some decline 
in prices from today’s levels. 

When we talk about balancing the budget, we should realize 
that there are two budgets. One is the congressional budget, and 
the other is the consolidated budget on a cash basis. 


Mr. Biovcu: Will you stop right there and tell us what you 


mean by “consolidated budget on a cash basis”? That is a new 
one. 


The University of Chicago Rounp Tasis. Published weekly. 10 cents a copy; 
full-year subscription, 52 issues, three dollars. Published by the University of 
Chicago, Chicago, Illinois. Entered as second-class matter Fanuary 3, 1939, at 
the post office at Chicago, Illinois, under the Act of March 3, 1879. 
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Government Printing Office, 1947). This budget résumé is based on existing 
and proposed legislation. (Unless indicated, the above are expenditures.) 


Mr. Rumt: The consolidated budget on a cash basis is re- 
ferred to by President Truman in his economic report. The con- 
solidated budget on a cash basis means that we take all the finan- 
cial transactions of the federal government (income and outgo) 
on a cash basis—that is, the income taken away from the people 
in taxes and the income put back to the people in expenditures. 
By “consolidated” we mean that we eliminate all the interoffice 
transactions in the budget which do not affect the public. 

President Truman points out in his economic report that it is 
the consolidated budget on a cash basis which measures the eco- 
nomic impact of government transactions on the economy. It 
thus seems to me obvious that it is the consolidated budget on a 
cash basis which we should balance at high levels of employment.? 


Mr. Briovcu: And that consolidated budget on a cash basis 


2 Over-all cash receipts by the federal government collected from the public 
were estimated in the President’s budget message at $40.7 billion for the fiscal 
year ending June 30, 1948. This amount includes receipts by trust funds being 
held by the government for the benefit of private individuals, which are not con- 
sidered part of the ordinary budget, as well as the ordinary government receipts. 
The $40.7-billion figure is expected to increase to $41.8 billion because Congress 
has recently voted to continue excise taxes indefinitely at peak wartime rates 
instead of allowing them to decrease on July 1, 1947, as had been provided. 

Cash payments to the public are estimated at $37.8 billion, leaving an esti- 
mated over-all surplus of receipts over payments of $4.0 billion. This $4.0-billion 
surplus in the “consolidated budget on a cash basis’’ compares with a surplus of 
$1.3 billion in the ordinary budget after adjusting for continuation of excise 
taxes. 

The chief but not the only reason for the difference between the $1.3-billion 
and the $4.0-billion figures representing surplus is that old age and survivors’ in- 
surance (sometimes referred to as “‘social security”) is being financed through a 
trust fund which is not included under the ordinary budget. Because the insur- 
ance program is in its early stages, this trust fund is receiving much more from 
pay-roll taxes than is being paid out in insurance benefits, although, of course, 
contributors are building up claims to future benefits to be received after they 
retire. The excess cash which is not needed now for benefit payments is lent to 
the government to be spent for other purposes. The amount of debt obligations 
of the government being held by the trust fund to assure future payment of 
benefits is correspondingly increased. 
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RECEIPTS OF 
THE FEDERAL GOVERNMENT 


Fiscal Years, 1946 and 1947 
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+49 SISOS OOIOO OGOOO GOOG mens 


1947 18637,000,000 
DIRECT TAXES ON CORPORATIONS ; 


1947 9,227,000,000 
EXCISE TAXES. 


1946 SOOOS) OS $ 6,696,000,000 


1947 ae 7,263,000,000 
EMPLOYMENT TAXES 


1946 XS $1.714,000,000 


1947 WEEE 1,955,000,000 
CUSTOMS 


1946 (© $.435.000,000 


1947 FIGURES ARE ESTIMATED 


1947 [i 496,000,000 
MISCELLANEOUS 


1946 COE $4480,000,000 


$43,038,000000, a 
1947 SREONENEES 3.987,000.000 


Source: Ibid. 


will be different from the fiscal budget which the President sub- 
mits to Congress? 


Mr. Rum: The President points out in his own report that 
the two budgets are not the same and that the figures are some- 
what different. 


Senator Tart: I would rather go a little further than that. I 
would rather balance this conventional budget, pay our expenses 
as we go, and have a little surplus left in that. I realize that the 
various trust funds take a lot of cash from the people, but I 
think that we are safe in having that and also some margin for 
the reduction of the debt. 
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_ Mr. Rumt:I think that few people realize that the consolidat- 
ed budget on a cash basis for the current fiscal year will show a 
surplus of about four billion dollars. That is a very large surplus 
to which to add another surplus. 


Mr. Bioucu: That is, you mean that, even when we have 
balanced this consolidated budget on a cash basis, we would still 
be increasing the debt substantially; or do you mean that if we 
balanced the conventional fiscal budget, we would have a surplus 
on a cash basis? Is that the idea? 


Mr. Rumi: What we would have is this: If we set tax 
rates to balance the budget at high employment, we will neither 
take from the people more than we have put out, nor therefore 
will we increase debt in the hands of the public. 


SENATOR Tart: Blough, what do you think? Let us have 
your views? 


Mr. Biovcu: I think, Senator, that you are pretty optimistic 
about the expenditure cuts. The action in Congress taken thus 
far in no way binds the appropriation committees. In fact, they 
do not have a great deal to work with. If you take out national 
defense, veterans expenditures, interest on the public debt, and 
tax refunds which have to be paid, there is only about eight bil- 
lion dollars in which to operate in making cuts. And that does 
not take into consideration new programs which are coming up 
in the international area. For example, we have rumblings about 
Greece and about necessities in Germany, about the British situ- 
ation, about the eradication of hoof-and-mouth disease in 
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ESTIMATED BUDGET FOR 1948 


Fiscal Year 
(IN MILLIONS) 


- (Excluding Trust and Debt Transactions) 


BUDGET RECEIPTS 


Direct taxes on individuals $19,120 
Direct taxes on corporations 8 , 270 
Excise taxes 6,118 
2 694 
517 

Miscellaneous receipts: 
Present law 2,620 
i i 379 


Total receipts $39,717 
Less net appropriations to old age and survivors’ in- 
surance trust fund 


Budget receipts 


BUDGET EXPENDITURES 


Social re health, and security 
Housing and community facilities 
Education and general research 

Agriculture and agricultural resources 
Natural resources not primarily agricultural 
Transportation and communication 
Finance, commerce, and industry 


General government 

Interest on public debt 

Refunds of receipts 

Reserve for contingencies 

Adjustment to daily Treasury statement basis 


Total budget expenditures $37 ,528 
Excess of budget receipts over expenditures....... 202 


Mexico, about the Philippines, and about many other problems 
which come up. 


SENATOR Tart: I have been through this budget pretty care- 
fully myself, and I feel confident that we can cut four to five bil- 
lion dollars out of it. There are all sorts of extra expenditures— 
like departments which have not cut down. There is a tremen- 
dous personnel in the federal government. 

The Army and Navy originally figured that for a million men 
in the Army and five hundred thousand in the Navy they needed 
six billion dollars; now they want eleven billion, two. Certainly we 
can make a substantial cut and still maintain the proper-sized 
Army and Navy. 

I am a little concerned about this recent development in 
Greece. But in the budget already is provision for all the food 
which we need for Greece and all the surplus materials which we 
may sell Greece, I think. Even if we have to add a hundred mil- 
lion dollars or so, it does not affect the basic possibility of reduc- 
ing this budget by five billion dollars. 

Thirty-seven and one-half billion dollars is a perfectly tre- 
mendous budget—more than three or four times what it was be- 
fore the war. 


3 The expenditures which include outlays for war, national defense, interest, 
and tax refunds are as follows (in millions): 


1947 1948 

National defense.............. $14,726 $11,256 
Veterans’ services and benefits.. 7,601 75343 
International affairs and finance 6,394 3,510 
Interest on public debt........ 4,950 5,000 
Refunds of receipts............ 25155 2,065 
Lotal’ ain sikcom epee neers $35,826 $29,174 
Total expenditures.......... $42,523 $37, 528 
Total war, interest, etc....... 35,826 29,174 
General expenditures. ..... $ 6,697 $ 8,354 
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Mr. Buiovcu: You mention the possibility of reducing person- 
nel. It ought to be clearly in our minds, I think, that there is not 
over six billion dollars of civilian personnel in the budget in total. 


SENATOR Tart: That is right. I mean that we can get only 
about two billion dollars out of the budget on personnel. Senator 
Byrd, I believe, estimated three, but I would say definitely two. 


Mr. Broucu: Personnel needs really arise because of pro- 
grams which are being carried out. Personally, it seems to me 
that two billion dollars is an extremely high figure for that par- 
ticular reduction. 

I would like also to point out that apparent cuts which are 
made in appropriations are not necessarily real cuts. Let us take 
the action of the House Appropriations Committee on the Treas- 
ury appropriation bill. On the surface it looks as if they have cut 
nine hundred million dollars below last year’s level. But what has 
really happened? Of that amount, eight hundred million dollars 
represents a bookkeeping item of refunds.‘ 


SENATOR Tart: I do not understand either how they figure 
that as part of the five- or six-billion-dollar reduction. They sim- 
_ ply are going to reserve that, hoping that it may turn out not to 
be necessary to appropriate it later. 


4 Under the system of current collection of individual income taxes through 
the methods of withholding and tax estimating, some taxpayers inevitably pay 
more than is found at the end of the year to have been due. The excess payments 
are promptly refunded by the government. The total amount collected is shown 
as receipts and the refunds are shown as expenditures. Any decrease in the 
amount of refunds would require an equal decrease in the amount of excessive 
receipts. Both the receipts total and the expenditures total would be smaller, but 
the surplus of receipts over expenditures (or the deficit when expenditures ex- 
ceed receipts) would be unchanged. The reduction in refunds is thus in no sense 
a “saving,” and any reduction in refunds would not improve the net fiscal posi- 
tion of the government. 
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Mr. Buiovcu: All right, if it is not counted. But let us take 
another item. They have cut the Bureau of Internal Revenue 
thirty million dollars. Most of that is going to have to come out 
of the enforcement effort. The Bureau of Internal Revenue, on 
the dollars which it spends for enforcement, is taking in about. 
twenty dollars for every one dollar which it spends. Here is a 
reduction of perhaps five or six hundred million dollars in the 
intake of the government. So that, instead of bettering the finan- 
cial condition of the government, it seems to me that this type 
of action worsens it. 

The New York Times, for example, made a statement a little 
while back declaring that we “should be careful not to save a few 
dollars now at the cost of much misery, many regrets, many dan- 
gers, and many dollars later on.” 


SENATOR Tarr: Every fellow has his favorite department 
which cannot possibly be cut. I am willing to make the state- 
ment that any department in this government can cut out 10 
per cent of its expense and run just as well and probably better 
than it is running today. 


Mr. Biovucu: What do you think about that, Ruml? 


Mr. Rumu:I do not have any particular views as to what can 
be cut, or where. But there does seem to be so much general 
agreement that a cut is possible that it would seem to me, from 
my own thinking, that, in looking at the matter with such figures 
as I have had, four billion dollars ought to be a reasonable goal 
for reduction of expense. 


Mr. Biovucu: Even assuming that we could get some cut, at 
least we are not going to know about it for sure until June or 
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July. Even then we are not going to be sure about it because of 
the deficiency appropriations which always come in late in the 
year to make up for the places where the cuts have been too deep. 
It will, therefore, be some time before we can count these budg- 
et cuts. 


Mr. Rum.: But, even though that is true, is not now a good 
time to begin thinking about what taxes should be cut, and how, 
and when? 


Mr. Buoucu: I have no objection to thinking about cuts. 


SENATOR Tart: I think that taxes ought to be cut. They 
ought to be cut, because they are too high. They are too high for 
the ordinary man and woman in the United States today. Let us 
take a single man or woman—a schoolteacher, for example— 
receiving a thousand dollars a year. She has to pay ninety-five 
dollars in taxes. I do not know how she lives on a thousand dol- 
lars. A married couple with an income of two thousand dollars 
pays one hundred and ninety dollars in taxes; a married couple 
with an income of four thousand pays five hundred and eighty- 
nine dollars; and a married couple with a gross income of five 
thousand must pay eight hundred dollars in taxes. That is a bur- 
den which the people of this country cannot stand. It seems to 
me that we must set our tax system at a figure which the coun- 
try can stand. 

Not only is the tax structure hard on individuals, but if we 
are going to pay thirty-seven to thirty-nine billion dollars in 
taxes, plus eleven billion for state and local, we are paying some- 
where between 25 and 30 per cent of our income for taxes. In 
other words, every man, woman, and child in the country, on the 
average, is working one day in three or four for the government. 
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That kind of an economy, I believe, is so heavy that in the 
end it will prevent the development of a free-enterprise econo- 
my at all. 


Mr. Biovcu: But we are in the situation today in which we 
have a rather serious inflation. Prices have been going up (they 
apparently have not reached their peak). We have great infla- 
tionary potentials in the country—bank accounts and an ex- 
tremely high public debt. Is this not a good time to take any 

part of the surplus which we can possibly accumulate through 

expenditure cuts and use it to pay off the debt? Should we not 
be careful about cutting taxes at this time when we are in the 
middle of an inflation? 


SENATOR Tart: You are assuming that we cut the expenses 
and have six and one-half billion dollars which you want to ap- 
ply all on the debt. You want to take that six and one-half bil- 
lion dollars out of the people’s purchasing power over and above 
what the government gives back to them. Ruml says that there 
are three or four billion dollars more in trust funds and the like 
with which you are doing the same thing. That makes eight or 
nine billion dollars. I say that if you take that purchasing power 
away from the people, you will bring on a deflation rather than 
an inflation. 


Mr. Roum: Under the policy of balancing the budget at high 
levels of employment, debt reduction would occur as a matter of 
course if employment exceeds acceptable levels or if prices con- 
tinue to rise, but there should be no fixed commitment, I feel, to 
a program of debt reduction except as debt reduction comes au- 
tomatically as a result of levels of employment or of prices which 
are too high in terms of the long-time national load. 
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SENATOR Tart: I agree with you. 


Mr. Buovcu: I agree with your general position, too, but in a 
period when prices are perhaps the highest which they have 
been in the nation’s history, when we have almost superemploy- 
ment and a definite labor shortage, when we have inflationary 
prosperity, is the time to use our surpluses to pay the debt. 

If we do get six and one-half billion dollars—and if we are sure 
of it for 1948—it may be time in 1948 to reduce taxes. But, in 
view of the inflationary situation today, in view of the fact that 
we do not know whether we are going to get these expenditure 
cuts, is it not the wise thing to use the surpluses to pay off debt 
until the situation clarifies more definitely as to just where we 
are going to be so far as the ecofiomy is concerned and where 
we are going to be so far as the budget is concerned? 


SENATOR Tart: I would like to suggest that this business of 
keeping the taxes up is inflationary. The burden is so heavy on 
the forty-four million people who pay these high taxes and who 
are under the five-thousand-dollar income level that the general 
tendency has been to increase wages to take care of them and 
to increase the wage levels some more. The result of increasing 
the wage level is that you then increase prices. It has been when 
taxes have reached the point which they have now reached that 
they are an inflationary element. People will not pay that much 
of their income in taxes. Consequently, inflation is the cushion 
to which they turn. And the general result in maintaining taxes 
this high is to keep on increasing prices and wages to take care 
of them. 

So that I say that to go on at this rate of taxation is itself in- 


flationary so far as raising prices and wages is concerned. 
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Mr. Biovcu: I cannot agree with that at all. The traditional 
and well-tried remedy for inflation is taxes and building-up of sur- 
pluses. The amounts paid in income taxes under five-thousand- 
dollar incomes do not have the high relationship to wages which 
you might think. The total wage bill is perhaps one hundred and 
five to one hundred and ten billion dollars in this country, and 
the total amount of tax reduction which you are talking about is_ 
three and one-half billion dollars. You certainly are not going 
to give all that tax reduction to wage-earners and salary- 
earners. 


SENATOR Tart: If we do not take off these taxes, then what is 
going to happen is that these wage-earners are going to insist on 
an increase in wages; and they are going to get it. Then we have 
inflation just the same, and nobody is any better off. There are 
only higher general prices with higher wage levels which ulti- 
mately will upset our entire economy. 


Mr. Bioucu: The relationship between taxes and wages that 
you suggest indicates the thought that all the wage-earner needs 
to do to get an increased salary or wage is just to ask for it. 


SENATOR Tart: That has been true up to date. Maybe that sit- 
uation will change, but that is just about what it is today. In any 
event, I think that if we reduce these taxes so that people get an 
increase in take-home pay, there will not be the same demand 
for an increase in take-home pay out of the employer. 


Mr. Rumt: Of course, I feel that the amount of tax reduction 
that is possible for fiscal 1948 is somewhat larger than Senator 
Taft has mentioned. You see, the consolidated budget on a cash 
basis will show a surplus of about four billion dollars. 
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' Let us suppose that Congress does cut the President’s askings 
for next year by as much as another four billion dollars. Then, 
for 1948, present tax rates at high employment would yield a 
total of eight billion dollars as a surplus. Accordingly, we are 
able to cut present tax rates to yield eight billion dollars less than 
they otherwise would and still the budget would be balanced at 
high levels of employment. 


Mr. Bioucu: That is the cash budget, but not the fiscal budg- 
et. The debt would be increasing. Is that right? 


Mr. Rumt: Not the debt in the hands of the public; only the 
debt in the hands of other government agencies. 


Mr. Bioucu: The debt owed by the government..... 
Mr. Rum: To its other agencies. 


Senator Tarr: Would you decrease taxes all the eight bil- 


lion? 


Mr. Rumi: Eight billion dollars of tax reduction would per- 
mit a very considerable extension of the area of proposed tax re- 
duction. For example, it would be possible at the same time, 
first, to reduce individual income taxes by 20 per cent in the 
aggregate but not necessarily equally across the board; two, to 
increase exemptions for dependents by a hundred dollars; three, 
to eliminate excises, war and prewar, except those on tobacco, al- 
cohol, and gasoline; and, fourth, to reduce the corporaton income | 
tax from 38 to 34 per cent. Alternative possibilities might well 
be suggested, but it is clear that a very considerable tax reduc- 
tion program is possible. 
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You ask me if I would reduce taxes by eight billion dollars. A 
tax reduction of the size which is both possible and desirable if 
we can only think of ourselves in this country is both unneces- 
sary and undesirable if we will move promptly toward making 
the products of American industry and agriculture more avail- 
able for world relief and reconstruction. We can still reduce taxes 
substantially and, at the same time, make substantial additional _ 
loans and gifts abroad. In our own interest, a greater contribu- 
tion to world rehabilitation by taking less than this eight billion 
dollars of tax reduction appears to be the more humane and re- 
alistic program for the coming year. 


Senator Tart: I want to help the foreign countries, but we 
already have three and one-half billion dollars of aid to foreign 
countries in the budget now. I think that if that is spread around, 
it is about all that we are going to be able physically to give. 


Mr. Rumu: I would certainly agree, Senator Taft, that there 
should be no wasteful expenditure simply in order to give loans 
and gifts abroad. On the other hand, to the extent that we are 
not able, from a physical point of view and from an efficient point 
of view, to hasten world reconstruction, then it seems to me we 
have no alternative except tax reduction. 


Senator Tart: As I see it, then, I seem to be the great mod- 
erate. Blough does not want to reduce taxes at all. Ruml sug- 
gests perhaps eight billion is all right. What I want to do with 
this surplus of six and one-half billion is to apply three and one- 
half on tax reduction and keep a cushion of three billion which 
can be applied on debt reduction, if it pans out. Perhaps it will 
not pan out, but it seems to me to be a moderate course, which 
is now proposed in Congress, of a three-and-one-half-billion-dol- 
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lar debt reduction which, I believe, will tend to prevent infla- 
tion and will tend to relieve the tremendous burden on the 
American people today. 


Mr. Bioucu: I think that you, Ruml, are playing directly 
into the hands of the people who want a federal sales tax. You 
propose an eight-billion-dollar cut in taxes, unless we get addi- 
tional expenditures for foreign relief. An eight-billion-dollar 
cut in taxes at present levels of national income brings our 
receipts way down. And if we should happen to get (as we 
very well may) a depression, a slight depression, or a decline in 
business conditions, we will immediately run into deficits. The 
objections to deficits in Congress, as you know, are very strong. 
It will not be possible, then, to get income taxes up again, and 
we will be playing directly into the hands of those who say that 
we ought to finance the federal government through a federal 
sales tax. 


Mr. Rumi: This proposal which I have made assumes that 
we will have a national income in 1948 of a hundred and seventy 
billion dollars. That is substantially less than the rate at which 
we are running at the present time. Consequently, if we continue 
at our present rate, with the tax proposals which I have made, we 
will be running the surplus that you are talking about in the 
consolidated cash budget. 


Senator Tart: Let me suggest another reason why I think 
that taxes ought tobe reduced. I had a lot of experience in the 
state of Ohio in local governments. The best way to reduce ex- 
penses is to reduce taxes. If you set your taxes at a certain figure, 
then people have to conform to cutting expenses. The incentive 
to reduce expenses just to pay money on a debt is very slight in- 
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deed. If we want to put through, finally, in appropriation bills, 
these expenditure reductions, then it seems to me that one of the 
best ways to do it is to reduce taxes. If you do not have the © 
money and are determined to balance the budget, then you will 


not spend the additional money. 


Mr. Biovcu: You are clearly saying, I believe, that Congress 
will not be in a position to pay off very much on this debt ever, 
because you are saying that it really does not have the self-con- 
trol to cut the expenditures unless taxes are cut, so that you do 
not have any surplus.s 


5 On the problem of the federal debt, the President’s budget message said: 


“The public debt reached a peak last February at 279 billion dollars. During 
the remainder of the calendar year, the debt was reduced by over 20 billion 
dollars and stood near 259 billion dollars at the end of December. Most of the 
securities retired were held by banks. This reduction was accomplished by draw- 
ing down the Treasury cash balance to a level more in line with peacetime 
requirements. 


“We propose to continue the sale of savings bonds. The proceeds will be 
available to redeem marketable securities—particularly those held by the bank- 
ing system. It is important that every citizen in a position to do so help to main- 


tain a sound economic situation by purchasing and holding United States savings 
bonds. 


“The annual interest charge of about 5 billion dollars is less than 3 percent of 
our current national income. It is well within our capacity to pay, particularly 
if we keep up a high volume of national production. The best method of keeping 
down the burden of the debt is to maintain prosperity. A single year of depression 


can lay more burdens on the people than many years of gradual debt reduction 
can relieve. 


“Our debt-management policy is designed to hold interest rates at the present 
low level and to prevent undue fluctuations in the bond market. This policy has 
eased the financial problems of reconversion for both business and Government. 
The stability of the Government bond market has been a major factor in the 
business confidence which has been of such value in achieving full production. 
Low interest rates have also relieved the burden on the taxpayer. The Treasury 
and the Federal Reserve System will continue their effective control of interest 


» 
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Senator Tart: That is right. Nobody has ever planned a 
budget of which I know to make a big reduction on the debt. 
The big reductions on the debt in the twenties were made on a 
small planned surplus. Then conditions worked out so much 
better that there was a big reduction on the debt. That is the way 
that we get our big debt reductions. 


Mr. Rumt: What Senator Taft is saying is that if tax rates 
are set right to balance the budget at high levels of employment 
as a matter of course, if employment exceeds those levels, or if 
we get an inflationary price rise, we get our funds with which 
to retire the debt. But they come not as a matter of legislative 
decision; they come as a matter of course, and, because of the 
size of the national debt, debt management has become an es- 
sential part of fiscal and monetary policy. Accordingly, debt re- 
duction should be associated in a consistent program with fiscal 
and monetary decisions and should not be arbitrarily legislated. 


SENATOR Tart: My point is that, it seems to me, we ought to 
set our tax system as high as we think the country can bear. We 
ought not to set it, for any reason, above where we think 
the country cannot bear it. We ought not to set it at a point 
which will depress private enterprise, which will discourage 
people from working because, after all, the government takes all 
their money. We ought to set the taxes and then conform our ex- 
penditures to that possible tax levy. 


Mr. Buiovucu: That is a nice principle and a nice idea, but if 
we had followed what people told us were the highest possible 
taxes which could be imposed in past history, we would still be 
back with taxes about where they were in the twenties. 
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Senator Tart: I agree that people may have been mistaken, 
but there is a point certainly at which the tax burden becomes 
so heavy that it tips over the whole private enterprise system. 
For instance, if you had taxes of 50 per cent of the national in- 
come and made the other 50 per cent of free enterprise pay those 
taxes, it would be so burdensome that gradually the government © 
would have to take over the other f0 per cent. 

But where is that point? I do not know. We have got up above © 
25 per cent of the national income now which we have to pay in. 
taxes. We have to work one day in three or four for the govern- 
ment. I believe any higher level would be very dangerous. The 
present rate is dangerous and ought to be reduced. 


Mr. Bioucu: We must not forget that the government is 
working for us, too, so far as that is concerned. 

But I would like to leave that point and go to another. It 
seems to me that to reduce taxes by any of these arbitrary meth- 
ods which could be done quickly would be a mistake. The tax 
system needs a very considerable amount of reconstruction to 
fit it to the postwar situation. We need to reduce the riskiness 
which taxes add to business. We need longer loss carry-overs. We 
probably need to do something about the double taxation of 
corporate dividends. There are many ways in which we can use 


* President Truman went on to say in his budget message in relation to budget 
receipts and taxation: 


“The Federal Government, as shown by the size of its Budget has far greater 
obligations than at any time before the war. Although the Budget reflects the 
urgent need for rigorous economy in the execution of every program, expendi- 
tures are inevitably large. The American people surely will not shirk their new 


responsibilities at home and abroad. They will supply the necessary funds to meet 
these responsibilities. 


“As previously indicated, I cannot recommend tax reduction. The responsi- 
bilities of the Federal Government cannot be fully met in the fiscal year 1948 at 
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tax reduction money to better advantage than just simple cuts 
of some arbitrary character. It takes time to work those things 
out. What we ought to be doing is to take the time to work out 
the type of tax system which we really want. Then we should 
apply it prospectively perhaps to 1948, if the business conditions 


a lower cost than here indicated. Even if the cost were less it would be desirable 
in our present economic situation to maintain revenues in order to make a start 
toward the repayment of the national debt. At the present time, in my judgment, 
high taxes contribute to the welfare and security of the country. 


“Under the wartime tax system, millions of taxpayers with small incomes are 
called upon to pay high taxes. When the time comes for taxes to be reduced, these 
taxpayers will have a high priority among the claimants for tax relief. 


“TI have recommended that the war excise-tax rates due to expire July 1, 
1947 be continued. When the time comes for excise-tax revision, the Congress 
should review the entire group of excise taxes rather than concentrate attention 
on those that were imposed or increased during the war. 


“Our long-run tax program must be designed to maintain purchasing power 
and provide incentives for a high level of production. 


“Jn the corporation section of this Message, legislation is recommended 
which will require return to the Treasury as miscellaneous receipts of certain 
capital funds totaling 379 million dollars. 


“I also recommend that the Congress reconsider the extent to which fees 
should be charged for services rendered by the Federal Government. While it is 
not sound public policy to charge for all services of the Federal Government on 
a full cost basis, and many services should be provided free, the Government 
should receive adequate compensation for certain services primarily of direct 
benefit to limited groups. For example, I believe that a reasonable share of the 
cost to the Federal Government for providing specialized transportation facili- 
ties, such as airways, should be recovered. 


“Receipts from direct taxes on individuals are estimated to decrease from the 
fiscal year 1946 to 1947 because of the lower effective individual income tax rates 
in the Revenue Act of 1945, and to increase from the fiscal year 1947 to 1948 be- 
cause of higher incomes. Direct taxes on corporations decline in the fiscal year 
1947 and further in 1948 largely because of repeal of the excess-profits tax. 


“The excise-tax estimates increase in 1947 because of increased consumer 
demand and increased production, and decline under present law in 1948 because 
of the expiration of the war tax rates of the Revenue Act of 1943. The employ- 
ment-tax estimates show increases in both fiscal years, due in 1947 mostly to 
larger pay rolls, and in 1948 mostly to increases in rates as provided by law. 
Miscellaneous receipts increase in 1947 over 1946 largely because of increased 
receipts from disposition of surplus property and decline in 1948 largely because 


of a decline in surplus-property receipts.....” 
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and the budget make it possible, but not try to do something 
arbitrary for 1947, thereby losing the possibilities for real reform 
in the tax system. 


SENATOR Tart: I am all for a scientific revision of our income- 
tax system, but the people who are’sitting down today to write 
out their income tax and pay their checks next Saturday are 
more interested in this arbitrary, if you please, definite reduction © 
in cash than they are in any scientific reduction of the tax 
system. 


Mr. Bioucu: Would you summarize, Ruml, where you think 
we have come in this discussion? 


Mr. Rum: I think that we are on three sides of a question 
pretty well, because it seems to me that Senator Taft is correct 
when he says that he has the middle position. The thing of which 
Iam most afraid is the sharp falling-off of employment, perhaps 
during the latter part of this year and the first of next. For that 
reason I am apprehensive about taking seven billion dollars from 
the people in excess of expenditures. 


Senator Tart: My feeling is simply that we should cut the 
expenses proposed by President Truman by five billion dollars; 
and I say that Republicans and most Democrats agree with me. 
Secondly, we should apply half of that surplus to a substantial 
reduction in income taxes—that is, three and one-half billion. 


The Rounp Taste, oldest educational program continuously on the air, is broadcast 
entirely without script, although participants meet in advance, prepare a topical 
outline, and exchange data and views. The opinion of each speaker is his own and 
in no way involves the responsibility of either the University of Chicago or the 
National Broadcasting Company. The supplementary information in this transcript 


has been developed by staff research and is not to be considered as representing the 
opinions of the RounD TABLE speakers. 
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Then, we will have three billion left to take care of the reduction 
on the national debt. 


Mr. Broucu: My feeling is that we ought to catch our surplus 
before we stew it and fry it; that we ought to know what we are 
going to get; that we ought to study those tax changes and make 
the best possible use of what tax reductions we will be able to 
make beginning next year. 
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What Do You Think? 


. What do you consider the legitimate aims of taxation? For revenue 
only? To lend support to other fiscal policies for the control of busi- 
ness cycles? What do you think is the legitimate place of government 
fiscal policy in a program of action to level the peaks of boom and 
depression? 


. What is the relation of taxation to jobs? How should taxes, in your 
opinion, be related to national income? How should they be adjusted 
in times of rising national income? Falling national income? 


. Are high taxes inflationary? What is their effect on incentive, wages, 
and so on? Are high taxes deflationary? What is their effect on the 
fiscal situation? Rising prices? Employment? When are taxes too 
high? How can high levels of employment as an aim determine tax 
policy? 


. Should we reduce taxes before we reduce expenditures? Who should 
get the benefits of tax reductions? What do you consider necessary 
reforms to the present tax structure? 


. Do you favor cutting federal expenditures at this time? If so, how 
would you suggest accomplishing such reductions? How much would 
you favor? Would you support tax reductions at this time? What 
ones? Or do you think that this is the time to keep up taxes and pay 
off the debt? Discuss. 


. How large is the national debt today? Who owes and who will pay 
the national debt? Is there a limit to the debt which this country can 
carry? How is it related to national income? How does the public 
debt differ from a private debt? Does the fact that we “owe the debt 
to ourselves” make the amount unimportant? What is the limit of 
the debt which this country can carry? How dangerous is the na- 
tional debt? Should we keep it and not try to pay it off? 


. Should we solve the problems of national debt and high levels of em- 
ployment by inflation? What is the relation between the debt and 
national wealth? Do you agree that federal debt policy should be 
closely tied to general economic policy in regard to full employment 
and prices? 
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